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The Federal Budget for the fiscal year
ending June 30, 1951, proposes a total of
expenditures slightly below the estimate for
the current fiscal year, reversing the trend
toward higher expenditures evident in the
past three Budgets. As in the fiscal year
1950, however, estimated Budget expendi-
tures are considerably in excess of estimated
receipts under the existing tax structure.
New legislation to increase taxes, recom-
mended by the President in the Budget and
more specifically in a message to Congress
late in January, would not provide enough
additional revenue to eliminate the substan-
tial budgetary deficit in prospect for the
forthcoming fiscal year.
Estimated Budget expenditures for the
fiscal year 1951 total 42.4 billion dollars, or
860 million dollars less than revised estimates
for the current year. Budget receipts are
estimated to decline 460 million from the
current year, to a total of 37.3 billion dollars.
Thus in fiscal year 1951 the Budget deficit
would be 5.1 billion, 400 million dollars less
than the deficit now anticipated for the fiscal
year 1950. A deficit of this amount would
necessitate an increase in the Federal debt
from an estimated 258 billion dollars on June
30, 1950, to 264 billion by June 30, 1951.
The Budget deficit and the increase in the
total Federal debt are larger than the amount
of Government borrowing that would be
required from the public, because substantial
purchases of United States Government secu-
rities would be made by Federal trust funds
and agencies. Net borrowing from the pub-
lic for fiscal year 1951 is estimated at 2.7
billion dollars. As indicated later, this fig-
ure, representing the excess of cash payments
to the public over receipts from the public,
is more significant for appraising possible
monetary effects of Federal finances than is
the Budget deficit.
United States Government securities of all
types are commonly viewed as assets pos-
sessing a high degree of liquidity. Accord-
ingly, Federal borrowing from the public to
finance the cash deficit in 1951 would re-
sult in an addition to the public's hold-
ings of liquid assets. The degree of li-
quidity of these holdings, however, may be
affected by the types of new securities of-
fered by the Treasury, not only in financ-
ing the deficit but also in its refunding
operations during the year. To the extent
that additional amounts of Government se-
curities are purchased and held by banks,
rather than by nonbank investors, there
would be a further expansion in bank credit,
which would tend to increase the money sup-
ply, whereas securities sold to nonbank inves-
tors would not add to the supply of money.
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PRESENTATION OF THE BUDGET
The Budget presented to Congress in Jan-
uary of each year sets forth a comprehensive
financial statement of the administration's
plans for the coming fiscal year. As such,
it is a basic document for appraising the
policies and programs of the administration
from the point of view of both Government
management and the impact of Government
operations on the economy. Improvement
of its usefulness in this regard has become a
matter of increasingly general interest, and
this year the Bureau of the Budget issued
for the first time the "Federal Budget in
Brief/' a simplified version for the layman
designed to promote wider public interest
and understanding.
In recent years several changes have been
introduced in the presentation of the Budget.
The consolidated cash budget, discussed in
subsequent sections, was included for the
first time in January 1943. The Budget pre-
sented in January 1949 introduced a new and
improved functional classification of Govern-
ment expenditures. This classification groups
expenditures by types of activity rather than
by departments responsible for disbursing
the funds.
The Budget recently delivered to Congress
contained further important changes, in
large part reflecting the progress that has
been made toward presenting the Budget on
a "performance" basis. Under a perform-
ance budget funds recommended for an
agency are related to activities or programs
to be performed by the agency, rather than
only to types of specific objects of expendi-
tures, such as numbers and types of per-
sonnel and amount and kinds of equipment
and materials. Specific changes made toward
performance budgeting this year include a
new pattern of appropriations for several
agencies that groups their appropriations on
a program basis, and for each appropriation
and fund a breakdown that relates the funds
required to types of activity or work to be
done. Such activity breakdowns appeared
in previous Budgets but were confined to
less than half of all appropriations and funds.
Also, new narrative statements describing
purposes and services to be performed now
accompany each appropriation and fund.
An experimental grouping of expenditures
into investment outlays, operating expenses,
and other expenditures is also included in
the new Budget. The chief purpose of this
grouping is to distinguish those expenditures
which represent the acquisition or improve-
ment of assets by the Government or which
will result in a flow of benefits to the econ-
omy over a period longer than one fiscal
year. Many of the expenditures included in
this group are expected to result in a source
of receipts to the Government in future
years, though financial recoverability was
not a guiding consideration in setting up the
classification.
CONSOLIDATED CASH DEFICIT
Of primary interest from the point of view
of monetary developments is the consolidated
cash budget, which is based on a concept
of Government receipts from and payments
to the public. Major intragovernmental
transactions and noncash transactions with
the public are omitted. The administrative
or regular budget is thus cast in a form that
permits the flow of Federal receipts and
expenditures to be related to the flow of in-
come and expenditures in the economy and
to changes in the liquid asset holdings of the
public.
Budget receipts and expenditures are com-
pared with cash receipts and payments in
the table. Cash receipts include, in addition
to tax collections and miscellaneous revenues,
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ESTIMATED RECEIPTS AND EXPENDITURES OF THE UNITED
STATES GOVERNMENT
[In billions of dollars]
Item
Cash receipts from the public......
Cash payments to the public
Cash deficit ( —) or surplus (-f). .
Budget net receipts
Budget expenditures..
Budget deficit (—) or surplus (+).






























NOTE.—Figures from Budget for 1951. Estimates for 1951
include the following amounts for proposed legislation: 1.5 billion
dollars of receipts, 0.6 billion of budget expenditures, and 2.0
billion of cash payments. Figures do not necessarily add to totals
due to rounding.
the contributions by employers and em-
ployees for social insurance, which are not
in the net receipts for the regular or adminis-
trative budget. Cash payments include items
which are not part of regular Budget ex-
penditures, such as benefit payments made
from trust account funds and the National
Service Life Insurance dividend. Items such
as accrued but unpaid interest on savings
bonds, and transfers from the general fund
to the Railroad Retirement Fund and the
Civil Service Retirement Fund, which are
included in Budget expenditures but do not
represent cash outlays to the public, are not
in the cash payment figures.
The cash deficit estimated for 1951 is 2.7
billion dollars, or 2.4 billion less than the
Budget deficit. This difference reflects
largely an excess of estimated trust fund re-
ceipts over trust fund payments to the public.
The estimated cash deficit for the fiscal year
1951 is also substantially less than the cash
deficit estimated for the current year, as the
chart shows. The deficit for 1950, however,
is increased by the National Service Life
Insurance dividend, a nonrecurring cash dis-
bursement concentrated in this year.
The deficit for 1951 reflects estimates of tax
receipts, which the Budget Message of early
January indicated were based on the assump-
tion that economic activity would continue
at approximately the then current level. If
the level of activity during the fiscal year
1951 should be higher than the assumed level,
tax receipts would be above the estimated
amount and unemployment benefit pay-
ments would perhaps be lower than esti-
mated. Under such conditions, and if ex-
penditures should be held within the limits
recommended by the President, the 1951
cash deficit would be smaller than the 2.7
billion dollar estimate in the Budget. Con-
versely, a downturn in economic activity
would increase the deficit.
CASH RECEIPTS AND PAYMENTS
OF THE U. S. GOVERNMENT





1946 1947 1948 1949 I95O 195!
(Estimated)
NOTE.—Figures are from the Budget for 1951 and earlier
years. They exclude major intragovernmental and noncash
transactions.
Government cash deficits this year and
next will exert a continued expansionary
influence on the income flow in the economy,
but the prospective reduction in the deficit
indicates that this influence may be a dimin-
ishing one. The extent and impact of this
shift cannot be fully evaluated, of course,
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without taking into account many factors,
especially the nature of changes in specific
payment and receipt items, of which the
change in the deficit is the net result.
PAYMENTS TO THE PUBLIC
Payments to the public for the fiscal year
1951 are estimated at 45.8 billion dollars.
This represents a decline of 700 million dol-
lars from the figure estimated for the current
fiscal year. However, cash payments would
still be more than 9 billion dollars larger than
for the fiscal year 1948, when Federal spend-
ing reached the lowest level of the postwar
period.
National defense, international affairs, and
related items. As in previous Budgets, na-
tional defense, international affairs, veterans'
services and benefits, and interest on the pub-
lic debt account for the major share of rec-
ommended expenditures, shown in the chart.
The sum of these payments is estimated at
30 billion dollars for 1951, nearly two-thirds
of all Government cash payments. This sum
FEDERAL PAYMENTS TO THE PUBLIC BY MAJOR FUNCTIONS
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(Estimated)
NOTE.—Items included in other are those listed under other
programs in table on page 135.
is 3 billion less than is currently estimated
for the fiscal year 1950, but differs little from
the total of these expenditures in fiscal years
1948 and 1949.
Expenditures for national defense are es-
timated to expand by 600 million dollars in
the fiscal year 1951. The increase would be
about 200 million greater were it not for
credits to be received by the Department of
Defense for shipping abroad (under the
mutual defense assistance program) military
goods taken from stock and not replaced
during the year. Expenditures for aircraft
procurement account for a substantial part
of the increase in national defense expendi-
tures.
Payments in connection with international
programs are estimated to decline 1.3 billion
dollars. A contraction in outlays for eco-
nomic aid under the European Recovery
Program and for occupation costs would be
offset only in part by an increase in expendi-
tures to implement the Mutual Defense As-
sistance Act.
Payments for veterans' services and bene-
fits show the largest change between 1950
and 1951. The sharp decline in this cate-
gory is due chiefly to concentration in the
fiscal year 1950 of the payment of the Na-
tional Service Life Insurance dividend. A
reduction in readjustment benefits, includ-
ing education and training benefits and un-
employment allowances, also contributes to
the decline. Further reductions are expected
over the next several years, although they
may not be so rapid as had been anticipated
earlier. The long-run trend of expenditures
for veterans' pensions and hospital care, on
the other hand, will continue upward.
Despite the fact that the cash deficits in
the current fiscal year and anticipated for
1951 imply an increase in Federal debt held
by the public, interest payments to the public
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are estimated to decline by a small amount.
In part this reflects some expected savings
from refunding maturing obligations with
issues bearing lower coupon rates.
Economic and social welfare programs.
Outlays on programs related to social wel-
fare, health and security, housing, education
and general research, and agriculture would
amount to approximately 9 billion dollars in
the fiscal year 1951, as shown in the table.
This represents an increase of approximately
2J4 billion over total outlays estimated for
this group for the current fiscal year, which
in turn are substantially higher than in the
two preceding years. The increase for 1951
reflects expansion of programs for social in-
surance, public assistance, and education,
larger outlays on current and new housing
programs, and a partially offsetting decline
in expenditures for the farm program.
FEDERAL PAYMENTS TO THE PUBLIC BY




International affairs and finance. ...
Veterans
1 services and benefits......
Interest on the debt
Other programs, total
Social welfare, health, and security.
Education and general research. .
Housing and community facilities.








































































2 Less than 50 million dollars.
NOTE.—Figures from the Budget for 1951. Expenditures in
fiscal year 1948 do not reflect the bookkeeping transfer of 3 billion
dollars to the Foreign Economic Cooperation Trust Fund; expendi-
tures from this Fund are included in expenditures in 1949. Figures
do not necessarily add to totals due to rounding.
Expenditures under the natural resources
category are estimated at 2.2 billion dollars
in fiscal year 1951, an increase of 300 million
dollars over the current fiscal year. Increases
are scheduled for atomic energy development
and expansion of power and transmission
facilities. Proposed increases in postal rates
are expected to reduce substantially the def-
icit in the operation of the Post Office De-
partment, which is estimated at more than
one-half billion dollars for the current fiscal
year. Under the proposed rates the deficit
would be only 160 million dollars in 1951,
and accordingly payments in the broad
transportation and- communication category
are estimated to decline. Unemployment
benefit payments are estimated to decrease
by about 400 million dollars in the fiscal year
1951, presumably on the expectation of a
somewhat lower average volume of unem-
ployment. The Budget Message stated that
proposals would be submitted to extend cov-
erage and increase benefits under the Fed-
eral-State unemployment insurance system.
The estimated increase for 1951 in pay-
ments for social welfare, health, and security
is accounted for almost entirely by proposed
expansion and other changes in the old age
and survivors insurance system. These pro-
posals are about the same as were recom-
mended last spring and include extension of
coverage to nearly all gainfully employed,
an increase in benefits, and the addition of
disability to the risks covered. The recom-
mended program would cover an estimated
85 per cent of employed persons and would
involve additional disbursements of approxi-
mately \
l/2 billion dollars for benefit pay-
ments and administrative expenses in 1951.
It may be noted that the legislation to amend
the Social Security Act which was passed by
the House of Representatives during the last
session of Congress and on which hearings
are now being held by the Senate Finance
Committee provides for a substantially
smaller extension of coverage and somewhat
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less increase in benefits than are recom-
mended in the Budget.
The President also renewed his recom-
mendation of last year to extend and improve
the program of Federal grants to States for
public assistance. These account for the
principal portion of an estimated 271 million
dollars of additional expenditures for public
assistance to medical education and to school
and other local health services. A very small
increase in payments is expected in 1951 in
connection with the President's proposed pro-
gram of prepaid medical care insurance.
Expenditures for education and general
research, other than amounts included under
veterans, national defense, and other cate-
gories, are estimated at 434 million dollars
for fiscal year 1951, compared with 126 mil-
lion for 1950. The increase results entirely
from proposed legislation, most of which is
for Federal aid to States for operating ex-
penses of elementary and secondary schools.
Grants would be made on a variable basis
with a minimum of $5 per pupil and have
the purpose in part of equalizing educational
opportunities among States. A small addi-
tional expenditure is for assistance in the
planning and emergency construction of ele-
mentary and secondary schools.
Estimated increases in housing expendi-
tures for 1951 reflect mainly additional out-
lays for low rent public housing, slum
clearance, and loans to housing cooperatives
under proposed new legislation. Purchases
of mortgages by the Federal National Mort-
gage Association, which provides a secondary
market for housing mortgages guaranteed
by the Federal Housing Administration and
the Veterans Administration, are expected
to total 990 million dollars, or 50 million
more than in 1950.
During the current fiscal year such mort-
gage purchases have been a relatively large
source of funds in the housing market and
in much greater volume than originally
estimated. Purchases in fiscal year 1950 are
now estimated at 940 million dollars, com-
pared with an estimate in January 1949 of
149 million. During the first half of the fis-
cal year the Association made purchases of
360 million dollars and added 340 million to
its undisbursed commitments to purchase.
A major portion of these mortgages are guar-
anteed by the Veterans Administration and
the funds provided have been an important
factor in maintaining demand for houses,
particularly those in moderate and low price
ranges, at the current level of prices and
costs. In presenting the estimate for mort-
gage purchases in the forthcoming fiscal
year, the President pointed out that accurate
estimation of this item is difficult since
the volume purchased depends largely on
whether private lenders decide to hold mort-
gages or to sell them to the Government.
In the agricultural category, cash payments
are estimated to show a decline from the
fiscal year 1950 levels, largely as a result of
a decrease in expenditures for the farm price
support program. Net outlays in the fiscal
year 1949 by the Commodity Credit Corpo-
ration, the agency responsible for disburs-
ing funds for the farm price support pro-
gram, totaled 1.6 billion dollars. Outlays in
the current year, mainly for corn and cotton,
have been almost as large as in the pre-
ceding year and substantially greater than
was anticipated in Budget estimates a year
ago. Because of expected effects of acreage
allotments and marketing quotas on 1950
crops, outlays by the Commodity Credit Cor-
poration are estimated to decrease to some-
what less than 1 billion dollars in the fiscal
year 1951. Much depends, of course, on such
factors as the nature of adjustments made
by farmers, weather conditions, domestic con-
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sumption, and export volume. The present
borrowing authority of the Corporation may
be exhausted in 1951, and the President has
recommended that it be given additional
authority of 2 billion dollars, to become avail-
able in 1950.
Outloo\ for coming years. In his Budget
Message the President expressed the expecta-
tion that over subsequent years Government
expenditures will continue the downward
course begun in the 1951 Budget. In this
connection he called attention to the fact that
a substantial reduction had been achieved in
his request for new authorization to incur
financial obligations. Such authorizations
enacted by Congress will determine in part
expenditures in future fiscal years as well
as in 1951. Included in such authorizations
are all appropriations other than those needed
to pay off contractual obligations incurred
in previous years, and also any powers
granted designated agencies to enter into new
contracts for which funds would not be ap-
propriated, however, until a later time when
bills are actually to be paid.
Specifically, the President indicated that
defense expenditures, the largest single item,
probably would remain at about the 1951
level for the next few years. Cost of foreign
aid and veterans' programs, and amounts re-
quired for agricultural price support pur-
chases and for providing a secondary market
for housing mortgages, should decline. He
pointed out also that proposed increases in
postal rates would largely eliminate the pos-
sibility of a postal deficit in future years.
These adjustments are expected to more than
offset anticipated expansion of Government
outlays on other domestic activities.
RECEIPTS FROM THE PUBLIC
Receipts from the public for the fiscal year
1951 are estimated at 43.1 billion dollars, an
increase of 1.4 billion over estimated receipts
for the fiscal year 1950* as shown in the table.
The rise in receipts is due primarily to a
substantial increase in the estimated yield of
employment taxes, which is based for the
most part on proposed new legislation. A
partially offsetting decline of more than one-
half billion dollars is indicated for corporate
income taxes, while a small increase is esti-
mated for individual income tax receipts.
Estimated receipts from excise taxes and es-
tate and gift taxes are practically unchanged
from the amounts currently estimated for
1950. Tax estimates other than those for
employment taxes are based on existing legis-
lation and, as stated earlier, assume a con-
tinuation of economic activity at approxi-
mately the current level.
FEDERAL RECEIPTS FROM THE PUBLIC
[In billions of dollars]
Source
Total cash receipts
Direct taxes on individuals:
Withheld ,t..
Other income taxes
Kstate and gift taxes.
Direct taxes on corporations.......
Excise taxes and customs..
Employment taxes
Other receipts:
Deposits by States, unemploy-
ment insurance


















































NOTE.—Figures from the Budget for 1951. Estimates for 1951
include amounts for proposed legislation of 1.5 billion dollars.
Figures do not necessarily add to totals due to rounding.
Of the estimated rise of 1.7 billion dollars
in employment taxes, approximately 1.5
billion is accounted for by recommended
additional taxes to finance expansion and
improvement of the old age and survivors
insurance system and the program of medi-
cal care insurance. These additional taxes
involve increasing the number of persons
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covered by the old age and survivors insur-
ance program and raising the tax base from
the first $3,000 of earned income for each
person covered to the first $4,800 of income.
Also, the rise in the old age and survivors
insurance tax rate from 1% per cent each
on employer and employee to 2 per cent
each would become effective on January 1,
1951, rather than a year later as now
scheduled. To defray initial expenses in
setting up the health insurance system, a
payroll tax of % of 1 per cent each on em-
ployer and employee is proposed, to become
effective January 1, 1951. The balance of
the increase in employment taxes is due to
the increase from 1 to 1% per cent in the
old age and survivors insurance tax rate that
went into effect on January 1 of this year.
Collections for the fiscal year 1950 are partly
at the old rate, whereas collections for 1951
would be entirely at the l
l/2 or 2 per cent rate.
Income taxes paid by corporations in the
fiscal year 1951 will be on profits earned
In the calendar years 1949 and 1950. The
decline in profits from the high 1948 level
is therefore reflected in the estimate of tax
receipts for the fiscal year 1951. Accord-
ingly the 1951 figure shows a reduction
in corporate income tax receipts from the
amount estimated for the current fiscal year.
TAX RECOMMENDATIONS
Except for the proposed changes in em-
ployment taxes already referred to, the Bud-
get Message made no recommendations for
changes in tax laws. The President stated,
however, that forthcoming recommendations
would be concerned with reforms of the tax
structure as well as an increase in revenues.
Recommendations for changes in the tax
laws were transmitted by the President to
Congress on January 23, and more detailed
proposals were submitted by the Secretary
of the Treasury to the House Ways and
Means Committee on February 3, They re-
late chiefly to the corporate income tax,
estate and gift taxes, certain excises, and
loopholes under present laws. Revisions in
corporate income and estate and gift taxes
are intended to provide about 1 billion dol-
lars of additional revenue. However, be-
cause of the time lag in collecting these addi-
tional taxes after their enactment, no sub-
stantial increase in revenue would occur in
the fiscal year 1951. Little net change in
revenue would result from other recommen-
dations. The President strongly emphasized
that any loss in yield from reducing excise
taxes should not exceed the gain in revenues
from closing loopholes.
As a measure to support efforts to extend
financial and technical assistance to under-
developed regions of the world, the President
also recommended changes in tax laws con-
cerning income derived from foreign invest-
ments and from personal services rendered
abroad.
Additional revenue from the corporate
income tax would be provided by raising the
rate applicable to income in excess of $50,000
from 38 to 42 per cent. At the same time
it was proposed that the rate applying to
corporate income in excess of $25,000 but
less than $50,000, now taxed at 53 per cent,
be reduced to the same r^te applied to in-
come in excess of $50,000. Extension of the
loss carry-forward provision from two to five
years with a one-year carry-back, which
would provide a period of seven years for
offsetting losses of bad years against profits
of better years, was also recommended. On
balance, these revisions would provide an
estimated increase of 675 million dollars in
corporate income taxes.
Proposed revision of the estate and gift tax
laws would be expected to provide around
400 million dollars of additional revenue.
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Recommended changes include integrating
the separate estate and gift taxes into a single
transfer tax, lowering the exemption, revis-
ing the rates, and changing the treatment of
life estates in order to bring them more
effectively under the base of the tax.
A program for closing other loopholes
under present tax laws would provide a
possible 600 million dollars of additional
revenue. The important loopholes to which
attention was called are the depletion allow-
ances affecting chiefly oil and mining com-
panies, commercial operations of the tax
exempt educational and charitable organiza-
tions, treatment of life insurance companies,
and the structure of the capital gains tax.
The net loss in revenue from proposed
reductions of excise taxes would amount to
over 600 million dollars. The Tax Message
recommended that consideration be given at
this time only to certain excise taxes, which
are described as being most urgently in need
of reduction. The tax on transportation of
property would be eliminated; the rate on
passenger transportation would be cut from
15 to 10 per cent; the long distance telephone
and telegraph tax would be reduced from 25
to 15 per cent; and retail excise taxes, includ-
ing furs, luggage, jewelry, and toilet prepa-
rations, would be reduced from 20 to 10 per
cent.
INCREASE IN FEDERAL DEBT HELD
BY THE PUBLIC
Financing the excess of Federal cash pay-
ments over receipts estimated in the Budget
for the fiscal year 1951 would require the sale
of additional Government securities to the
public. The cash deficit thus would tend to
have an expansionary effect on the holdings
of liquid assets by both bank and nonbank
investors, as well as to influence the flow of
expenditures and incomes in the economy.
The United States Government debt held
by the public at any time represents pri-
marily the accumulated result of Govern-
ment cash surpluses and deficits over past
periods. It excludes that part of the debt
held by Federal trust funds and agencies,
which has increased in recent years at a rate
of 2 to 4 billion dollars a year, and which
amounted to 38 billion by mid-1949 and may
reach 42 billion by June 30, 1951..
Chiefly because of cash deficits necessitated
by war financing, the publicly held Federal
debt reached a total of about 252 billion dol-
lars by the end of 1945. In March 1946 the
Treasury began a program of debt retire-
ment, drawing down its cash balance from
the high level maintained for war purposes.
In 1947 further funds for debt retirement
began to become available through an excess
of current cash receipts over cash outlays,
and surpluses continued in 1948 and early
1949. By March 1949 the Federal debt held
by the public had been reduced to 214 bil-
lion dollars, as is shown in the chart.
OWNERSHIP OF U. S. GOVERNMENT SECURITIES

















NOTE.—Total held by public excludes holdings of Federal
agencies and trust funds. Corporations and others include cor-
porations and associations, State and local governments, and
others. Individuals include private trusts. End-of-month fig-
ures through December 1949 are reported holdings of Federal
Reserve Banks and Treasury estimates for other groups. Esti-
mates for June 1950 and 1951 are from Budget for 1951.
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In the second half of calendar year 1949,
reappearance of a Government cash deficit
made necessary net borrowing from the pub-
lic, and the total of publicly held debt rose
to 218 billion dollars by the year-end. Jn
view of the cash deficit in prospect for the
balance of the fiscal year 1950 and 1951,
debt held by the public can be expected
to continue rising. On the basis of Budget
estimates the total would be over 222 billion
dollars by June 30, 1951, compared with 215
billion outstanding at the end of June 1949.
Growth in publicly held debt since mid-
1949 has been largely in the form of savings
notes held by nonbank investors. Investors
in this group, however, sold short-term secu-
rities to the commercial banking system, so
that on balance expansion in commercial
bank credit financed much of the recent in-
crease in total publicly held securities. In
this period, following moderate economic
recession, additional reserves were made
available to banks through reductions in re^
serve requirements. As a consequence, banks
were actively seeking securities for invest-
ment. Prices of securities rose, and holders
were induced to sell.
The effect of the prospective deficit for
1951 on the liquid position of the economy
will depend in part on the method of financ-
ing. Debt placed with nonbank investors
would increase the liquid assets of these in-
vestors but would involve no expansion of
the total money supply.
Sale of Government securities to the bank-
ing system, however, would tend to expand
the money supply. When commercial banks
purchase Government securities from the
Treasury, new deposits are placed at the dis-
posal of the Treasury, and as these funds are
spent they are added to the money supply
held by the public. When economic ac-
tivity is high and rising and the demand for
bank credit is active, it is appropriate to lay
stress on the desirability of avoiding a deficit
and of financing any deficit that may de-
velop as much as possible outside the bank-
ing system.
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